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QUESTIONS FOR THE SPEAKER
Attending private companies practice section, man­
agement of an accounting practice, and small firm 
conferences is a great way to share information and 
ideas with practitioners from around the country. 
Participants can ask questions and find out how 
others solve problems and run their practices. The 
following questions were addressed to specific 
speakers at some of the above conferences. Our edi­
torial advisers respond.
How do you reconcile a budget of 2,500 to 
2,600 total hours per staff member with 
quality of life considerations?
"I don’t,” says Abram J. Serotta, an Augusta, 
Georgia, practitioner. Mr. Serotta thinks that 
number of hours violates all quality of life consid­
erations, and that the partners should think about 
hiring additional staff. If that number of budgeted 
hours is the result of a crisis, such as unusually high 
employee turnover, and the situation is still not 
resolved after a few months, Mr. Serotta suggests 
the firm begin terminating some less profitable cli­
ents in order to reduce demands on staff.
Robert L. Israeloff, a Valley Stream, New York, 
CPA, does not think a 2,600 total-hour budget is so 
large as to bring into question a good quality of life. 
"After all,” he says, "it is only 50 hours a week, and 
those who want success measured by high compen­
sation in public accounting must understand that 
this is not, and never will be, a 9:00 a.m. to 5:00 p.m. 
profession.” Mr. Israeloff says there will always be a 
place for the 40-hour-a-week person, but it won’t be 
in the upper echelons of a CPA firm.
How can firms overcome slow growth and 
lower profitability and still heed quality of 
life considerations?
Judith R. Trepeck, a Farmington Hills, Michigan, 
CPA, has a straightforward response. Delegate prop­
erly, manage people better, raise rates, or consider 
value billing.
Wanda L. Lorenz, who practices in Dallas, says 
that given current economic conditions and the 
degree of competition in the marketplace, she 
doubts streets will automatically be paved with 
gold. Making a firm grow, she believes, will have to 
be done the old-fashioned way — through hard work 
and dedication to the profession.
How would you deal with a partner who is 
defensive about his productivity and takes 
comments personally?
W. Thomas Cooper, a Louisville, Kentucky, CPA, sug­
gests a defensive partner be offered the opportunity 
to go on the offensive. He thinks partners who take 
critiques personally must understand that their 
skills and talents are important to the entire organi­
zation, and that they would not be a partner, other­
wise. Mr. Cooper suggests asking the defensive 
partner what the other partners can do to help him 
improve, or what tasks and duties he would like to 
be relieved of so he can concentrate on areas where 
he is strongest. □
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PCPS Advocacy Activities
TIC explains how to respond effectively 
to exposure drafts
The technical issues committee (TIC) of the private 
companies practice section plays a crucial role in 
PCPS advocacy efforts by acting as liaison to the 
Financial Accounting Standards Board, its govern­
mental counterpart, GASB, and the American 
Institute of CPAs standard-setting bodies. Because 
the standard setters do not receive a large number of 
responses to exposure drafts from small businesses 
and local practitioners, they must rely on the input 
of representative groups, such as TIC, to learn about 
the special needs of small business.
Some individuals don’t write comment letters 
because they believe their participation in the due 
process will have little or no effect on the outcome. 
This is not true. All comment letters are analyzed 
and summarized, and the summaries and actual 
letters are provided to the board members and proj­
ect staff. The influence of these comments is evi­
denced by the many changes that have been made to 
exposure drafts before final adoption as statements.
Time constraints are obviously one reason for not 
responding. Comment letters don't have to be long 
to be effective, however. Brief letters taking a posi­
tion on the broad issue or on one aspect of the 
proposal can be helpful. Following are some specific 
suggestions for improving the effectiveness of your 
responses to exposure drafts.
□ Read the document. Don't rely on other peo­
ple’s interpretations, reports, or summaries. 
These might be incomplete or inaccurate. Your 
comments should be based on your analysis of 
the actual document.
□ Respond promptly. All due process documents 
have deadlines for comments. Comments 
received by the deadline are included in the 
summary and are used throughout the project 
to find out what was said by whom on a par­
ticular point.
□ Present your analysis and ideas. While an over­
all negative response is of some interest to the 
standard setters, the reasons why you disagree 
are more likely to influence a change. On the 
other hand, if you agree with the key con­
clusions, let the standard setters know. Some­
times they consider changing a position 
because of negative responses received, only to 
find out that the silent majority would be 
opposed to the alternative.
□ Challenge their thinking. Standard setters 
spend considerable time deliberating the 
issues at their meetings and explaining the 
basis for their conclusions in the exposure 
draft. It is helpful if you tell them where you 
believe their arguments are not convincing.
□ Explain your alternative. Standard setters 
need solutions to important issues, even if they 
aren’t the solutions they proposed. If you don’t 
think their proposal is acceptable, present your 
alternative. Compare your solution in terms of 
the potential impact on your firm and its cli­
ents, and discuss the administrative costs of 
implementation. The standard setters find evi­
dence about the expected effects particularly 
helpful.
Finally, don’t feel obligated to comment on every 
issue in a document. Letters can be just as effective 
if you concentrate on a few issues or even one. 
Remember, though, to direct and mail your com­
ments to the person whose name and address is 
provided on the document.
The standard setters cannot receive a complete 
picture of the effect their proposals will have on 
local firms and small businesses based solely on 
comment letters submitted by groups such as TIC. 
Thus, TIC encourages more local firms to respond to 
exposure drafts to supplement its efforts. □
—by Judith H. O’Dell, CPA, Beucler, Kelly & Irwin, 
Ltd., 125 Stafford Avenue, Wayne, Pennsylvania 19087
Editor’s note: Ms. O’Dell, TIC chairman, encourages 
local practitioners to request their names be placed on 
the standing order list to receive exposure drafts. You 
can do this by sending instructions to W. Marshall, 
AICPA order department, Harborside Financial Cen­
ter, 201 Plaza III, Jersey City, New Jersey 07311-3881.
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Highlights of Recent Pronouncements
FASB Statements of Financial 
Accounting Standards
No. 115 (May 1993), Accounting for Certain Invest­
ments in Debt and Equity Securities
□ Supersedes FASB Statement no. 12, Account­
ing for Certain Marketable Securities, and 
related Interpretations.
□ Amends FASB Statement no. 65, Accounting for 
Certain Mortgage Banking Activities, to elimi­
nate mortgage-backed securities from its 
scope.
□ Amends numerous other accounting 
pronouncements.
□ Addresses the accounting and reporting for 
investments in equity securities that have read­
ily determinable fair values and for all invest­
ments in debt securities.
□ Effective for fiscal years beginning after 
December 15, 1993.
No. 114 (May 1993), Accounting by Creditors for 
Impairment of a Loan
□ Supersedes FASB Technical Bulletins:
1) No. 79-6, Valuation Allowances Following 
Debt Restructuring;
2) No. 79-7, Recoveries of a Previous Writedown 
under a Troubled Debt Restructuring Involving 
a Modification of Terms.
□ Amends FASB Statements:
1) No. 5, Accounting for Contingencies, to clar­
ify that a creditor should evaluate the col­
lectibility of both contractual interest and 
contractual principal of all receivables when 
assessing the need for a loss accrual;
2) No. 15, Accounting by Debtors and Creditors 
for Troubled Debt Restructurings, to require a 
creditor to measure all loans that are 
restructured in a troubled debt restructur­
ing involving a modification of terms in 
accordance with this Statement;
3) No. 60, Accounting and Reporting by Insur­
ance Enterprises;
4) No. 91, Accounting for Nonrefundable Fees 
and Costs Associated with Originating or 
Acquiring Loans and Direct Costs of Leases.
□ Addresses the accounting by creditors for 
impairment of certain loans.
□ Applies to all creditors and to all loans.
□ Applies to all loans that are restructured in a 
troubled debt restructuring involving a modi­
fication of terms.
□ Requires that impaired loans that are within 
the scope of this Statement be measured based 
on the present value of expected future cash 
flows discounted at the loans effective interest 
rate or, as a practical expedient, at the loan’s 
observable market price or the fair value of the 
collateral if the loan is collateral dependent.
□ Effective for financial statements for fiscal 
years beginning after December 15, 1994. Ear­
lier application is encouraged.
Statement on Auditing Standards
No. 72 (February 1993), Letters for Underwriters and 
Certain Other Requesting Parties
□ Supersedes SAS no. 49, Letters for Underwriters.
□ Amends:
1) SAS no. 26, Association With Financial 
Statements;
2) SAS no. 35, Special Reports — Applying Agreed- 
Upon Procedures to Specified Elements, 
Accounts, or Items of a Financial Statement;
3) Statement on Standards for Attestation 
Engagements Attestation Standards;
4) Statement on Standards for Accountants’ 
Services on Prospective Financial Informa­
tion Financial Forecasts and Projections;
5) The attest interpretation "Responding to 
Requests for Reports on Matters Relating to 
Solvency.”
□ Provides guidance to accountants for perform­
ing and reporting on the results of engage­
ments to issue letters for underwriters and 
certain other requesting parties (commonly 
referred to as "comfort letters”), in connection 
with financial statements and financial state­
ment schedules contained in registration state­
ments filed with the Securities and Exchange 
Commission under the Securities Act of 1933 
and other securities offerings.
□ Provides guidance on the format and content of 
comfort letters.
□ Effective for comfort letters issued on or 
after June 30, 1993. Earlier application is 
encouraged.
Statements of Position
No. 93-5 (April 1993), Reporting on Required Supple­
mentary Information Accompanying Compiled or 
Reviewed Financial Statements of Common Interest 
Realty Associations
□ Requires common interest realty associations 
to disclose certain supplementary information 
outside the basic financial statements.
□ Amends chapter 8, “Review and Compilation 
Engagements,” of the AICPA Audit and Account­
ing Guide Common Interest Realty Associations 
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by providing accountants with performance 
and reporting guidance when required supple­
mentary information accompanies the basic 
financial statements in a compilation or review 
engagement.
□ Requires that the accountant, at a minimum, 
compile the required supplementary informa­
tion accompanying the compiled or reviewed 
financial statements.
□ Specifies the:
1) Procedures to be performed when compiling 
the required supplementary information;
2) Elements to be included in a report on 
required supplementary information 
accompanying compiled or reviewed finan­
cial statements.
□ States that the Statement on Standards for 
Attestation Engagements Attestation Standards 
is the appropriate guidance for reviewing 
required supplementary information.
□ Effective for compilations and reviews of finan­
cial statements for periods ending on or after 
December 15, 1993. Earlier application is 
encouraged.
No. 93-4 (April 1993), Foreign Currency Accounting 
and Financial Statement Presentation for Investment 
Companies
□ Amends the AICPA Audit and Accounting 
Guide Audits of Investment Companies to 
require reporting of all foreign currency trans­
action gains and losses other than those related 
to investments.
□ Provides guidance on the calculation and 
reporting of realized and unrealized foreign 
currency gains and losses in the financial state­
ments and footnotes.
□ Effective for financial statements for fiscal 
years beginning after December 15, 1993, and 
interim periods within such years. Earlier 
application is encouraged.
No. 93-3 (March 1993), Rescission of Accounting 
Principles Board Statements
□ Rescinds the following Accounting Principles 
Board Statements:
1) No. 1, Statement by the Accounting Principles 
Board, April 1962;
2) No. 2, Disclosure of Supplemental Financial 
Information by Diversified Companies, Sep­
tember 1967;
3) No. 3, Financial Statements Restated for Gen­
eral Price-Level Changes, June 1969;
4) No. 4, Basic Concepts and Accounting Princi­
ples Underlying Financial Statements of Busi­
ness Enterprises, October 1970.
□ Effective upon issuance.
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No. 93-2 (February 1993), Determination, Disclosure, 
and Financial Statement Presentation of Income, 
Capital Gain, and Return of Capital Distributions by 
Investment Companies
□ Amends the AICPA Audit and Accounting 
Guide Audits of Investment Companies.
□ Provides guidance for financial statement pre­
sentation and disclosure of distributions to 
shareholders, including tax returns of capital, 
for investment companies that are registered 
under the Investment Company Act of 1940, as 
amended, and that qualify as regulated invest­
ment companies under subchapter M of the 
Internal Revenue Code.
□ Effective for annual financial statements for 
fiscal years ending after December 15, 1993, 
and for interim statements for periods in such 
years. Earlier application is encouraged.
FASB Interpretation
No. 40 (April 1993), Applicability of Generally 
Accepted Accounting Principles to Mutual Life Insur­
ance and Other Enterprises
□ Interpretation of FASB Statements no. 12, 
Accounting for Certain Marketable Securities; 
no. 60, Accounting and Reporting by Insurance 
Enterprises; no. 97, Accounting and Reporting by 
Insurance Enterprises for Certain Long-Dura­
tion Contracts and for Realized Gains and Losses 
from the Sale of Investments; and no. 113, 
Accounting and Reporting for Reinsurance of 
Short-Duration and Long-Duration Contracts.
□ Clarifies the applicability of accounting pro­
nouncements to mutual life insurance and 
other enterprises.
□ Clarifies that enterprises, including mutual life 
insurance enterprises, that issue financial 
statements described as prepared "in con­
formity with generally accepted accounting 
principles" are required to apply all applicable 
authoritative accounting pronouncements in 
preparing those statements.
□ Concludes that financial statements prepared 
based on regulatory accounting practices that 
differ from generally accepted accounting 
principles and are issued to regulators should 
not be described as prepared “in conformity 
with generally accepted accounting prin­
ciples.”
□ Effective for financial statements issued for 
fiscal years beginning after December 15, 1994, 
except for the disclosure provisions, which are 
effective for fiscal years beginning after Decem­
ber 15, 1992. Earlier application is encouraged.
5
Your Voice in Washington
AICPA fights Congress on taxpayer and 
preparer penalties
The American Institute of Certified Public Accoun­
tants is fighting Congress to stave off a change con­
cerning the level at which the Internal Revenue 
Service may impose civil taxpayer and preparer 
penalties, even though the taxpayer had fully dis­
closed on the return the position being taken. The 
AICPA believes the change invites less disclosure 
and compliance with the voluntary tax system.
Treasury officials deny that the impetus for the 
change is revenue. They believe, however, that the 
imposition of a higher standard would cause tax­
payers to take more conservative positions and pay 
more tax — and they believe that the present stan­
dard encourages some taxpayers to take more 
aggressive positions than they might otherwise.
Present law allows taxpayers to avoid a negligence 
or substantial understatement penalty by making full 
disclosure of the position when the return is filed, so 
long as the position is not "frivolous." In these circum­
stances, tax return preparers may sign such a return 
without concern for a preparer penalty.
Under the proposed change, taxpayers would not be 
able to avoid a penalty unless the questioned position 
had a "reasonable basis," as opposed to not being 
"frivolous.” Taxpayers, therefore, would be subject to a 
20 percent penalty for taking a position on a return 
that was not "frivolous,” but did not rise to the level of 
having a "reasonable basis," even though the position 
was fully disclosed as part of the return.
Before 1989, the "reasonable basis" standard was 
included in the regulations defining taxpayer or pre­
parer negligence and was removed on the grounds it 
had become too low a standard in practice. While its 
reinstatement allows Congress to define it as it 
wishes, Congress has not done so. If enacted, the 
absence of a well-articulated position could leave 
taxpayers and preparers without an understanding 
of when a disclosed position will still result in 
penalty, and could invite almost automatic penalty 
assertions by the IRS if there is any doubt about 
whether a return position is "aggressive."
In the AICPA’s view, such a change is counter to 
government’s best interests, and will be all the more 
ironic if it comes to pass because it was a former IRS 
commissioner who first proposed disclosure as one 
way to overcome the IRS' lack of resources to audit 
increasingly complex returns.
The AICPA's battle to prevent this change scored a 
partial victory when the Senate removed the 
"reasonable basis" standard for preparers. The 
AICPA will continue its campaign to convince con­
ferees the entire provision should be removed. □
Conference Calendar
Small Firm Conference*
August 18-20—Sheraton Palace, 
San Francisco, CA
October 27—29—Stouffer Nashville Hotel,
Nashville, TN
Recommended CPE credit: 23 hours






Recommended CPE credit: 16 hours
Savings Institutions Conference*
September 8-10—Grand Hyatt, 
Washington, DC
Recommended CPE credit: 22 hours
National Practice Management and
Marketing Conference*
September 27-29—Las Vegas Hilton, 
Las Vegas, NV
Recommended CPE credit: 22 hours
Software Users Conference*
October 4-5—Sheraton New Orleans, 
New Orleans, LA
Recommended CPE credit: 16 hours
CPA's Role in Litigation Services
October 7-8—Fairmount Hotel, Chicago, IL
Recommended CPE credit: 16 hours
National Governmental Training Program 
October 25—27—Westin Peachtree Plaza, 
Atlanta, GA
Recommended CPE credit: 24 hours
To register or for more information, call the 
AICPA CPE division, (800) 862-4272.
*Call the AICPA meetings and travel 
department, (201) 938-3232.
Practicing CPA, August 1993
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Results of 112 Ethics Investigations of 
ERISA Audits
In August 1989, the American Institute of Certified 
Public Accountants professional ethics division and 
the Pension and Welfare Benefits Administration of 
the U.S. Department of Labor (DOL) began a pro­
gram involving referral by the DOL to the ethics 
division of audit reports and accompanying finan­
cial statements of employee benefit plans which the 
DOL alleged were substandard. The ethics division's 
investigations of these referrals resulted in a 
number of disciplinary actions against the mem­
bers involved.
To bring to the attention of members the most 
common deficiencies found in these audits and 
thereby assist in improving performance, the ethics 
division prepared a report of these deficiencies 
which was published in the April 1992 Practicing 
CPA. Since then, more referrals have been made and 
ethics investigations conducted, and the division 
has revised and updated its statistical information.
Exhibits 1 and 2, which follow, provide general 
information about the type of engagements and type 
of plans included in DOL referrals, while exhibit 3, 
at right, summarizes the most common deficiencies 
found in 112 ethics investigations of employee bene­
fit plan audits. □
Exhibit 1











Distribution by Type of Engagement
Type of Number
engagement of cases
Full scope audit 83









General Standards Rule 201A
Professional competence(a) 25
(a)Lack of professional competence is cited in cases where 
the respondent undertook and performed the engage­
ment without learning the requirements connected with 
that type of engagement.
(b)Examples of audit report deficiencies are: no reference to 
generally accepted auditing standards, audit report is 
not qualified in circumstances when qualification is 
required, audit report is qualified without adequate rea­
son, audit report only identifies the most recent financial 
statements when comparative financial statements are 
presented, audit report does not make appropriate refer­
ence to supplemental schedules, or audit report does not 
comply with SAS no. 58.
General Standards Rule 201B
Due professional care 28
Auditing Standards Rule 202
Inadequate or no planning
and/or supervision 16
Inadequate or no audit program 33
Inadequate or no client
representation letter 50
Inadequate or no evidence of:
Study and evaluation of 
internal control 53
Review of subsequent events 51
Review of related party 
transactions 24
Review of prohibited transactions 43
Procedures re commitments
and contingencies 36
Procedures re participants data 38
Procedures re contributions
and payments 40
Procedures re investments 26
Audit report deficient(b) 63
Inadequate or no disclosure 41
Inadequate or no attorneys letter 16
Accounting Standards Rule 203
Inadequate disclosure per Financial
Accounting Standards Board
Statement no. 35 23
Financial statements do not comply 
with FASB no. 35 16
Practicing CPA, August 1993
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The Human Aspects of Automation
Buying technology that is the right fit for the pur­
chasing firm is important. Sometimes, firms find 
that despite using state-of-the-art equipment, pro­
ductivity is not improved or efficiency increased to 
the degree expected. Obviously, accounting firms 
are not alone in this regard. Based on my consulting 
experience, however, I would say that firm culture 
doesn't receive nearly enough attention in our 
approach to automation.
Continual improvement in technology, par­
ticularly computer technology, would seem to have 
the potential for continually boosting office pro­
ductivity and efficiency. And indeed, once started 
on automating the number-intensive tasks, CPA 
firms usually rapidly proceed to automate various 
practice management and practice development 
activities. But successful completion of automation 
projects and the implementation of new technology 
is determined, in many instances, by the attitudes of 
firm personnel toward the technology, rather than 
by the actual technology. Firm culture makes a 
difference.
Automation solutions will not work for every firm 
equally. They will not offer the same degree of cost­
benefit improvement or increase productivity to the 
same extent in every firm. Much will depend on 
managements perception of and commitment to 
the new technology, the attitudes and interests of the 
users to its application, the physical layout of the 
office (and the existence of multiple offices), and the 
willingness of the owners to invest in the equipment 
and adequately train staff.
There are a number of steps you can take to make 
your approach to automation more successful. First,
Automation solutions 
will not work 
for every firm equally
AICPA National Practice Management 
and Marketing Conference
The AICPA National Practice Management and 
Marketing Conference will be held on Sep­
tember 27-29 at the Las Vegas Hilton, Las 
Vegas, Nevada.
The sessions will cover successful firm 
growth, the marketing professional’s role, the 
human side of client service, building your not- 
for-profit client base, the vital role of firm 
retreats, value billing, marketing your firm 
from the inside out, the do's and don’ts of hir­
ing a salesperson, effective business communi­
cation, lessons learned in downsizing, excell­
ing at attracting and retaining clients, provid­
ing services to law firms, performance meas­
ures for CPA firms, understanding paradigms, 
making the most of your marketing data base, 
technology planning for your firm, how to ben­
efit from international business opportunities, 
and the art of getting the engagement.
In addition to the presentations, registrants 
can participate in training sessions on AICPA 
manuals, automating your practice, and open 
forums for partners and marketing profes­
sionals.
The registration fee is $595. (Recommended 
for up to 22 hours of CPE credit.) For more 
information, call the AICPA meetings depart­
ment, (201) 938-3232.
□ Obtain easier access to client data. This could 
enable the firm to react more quickly to client 
needs, and result in better and more timely 
client service.
□ Obtain easier access to firm data. The rewards 
of such a measure are better decision-making 
mechanisms for the practice, the improvement 
of productivity, and better and more efficient 
use of staff.
□ Improve communication with clients. This 
might include the use of voice and electronic 
mail, graphs, and multi-media presentations.
In the long-run, of course, the success of the auto­
mation project will not be measured by the fact that 
the equipment and software were satisfactorily 
installed and work as promised, but by whether or 
not they meet or exceed the expectations used to 
justify the investment in them. This will depend, 
largely, on how well they fit the firms culture. □ 
— by Chaim Yudkowsky, CPA, Grabush, Newman & 
Co., P.A., Suite 400, 515 Fairmount Avenue, Baltimore, 
Maryland 21204, tel. (301) 296-6300, FAX (301) 
821-8448
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set specific goals based on your expectations, real 
user needs, and anticipated user reactions. Write 
down these goals and specify in the project plan 
how they will be met by the intended automation. 
Then, decide who will be involved in the project and 
how resistance to change will be countered. (Keep in 
mind that resistance may be at the partner level.)
Some examples of specific goals might be to
□ Increase data security and reduce the risk of 
data loss.
□ Reduce software costs by sharing programs 
among network users.
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Reminders About the Practicing CPA
Distribution policy. Readers are reminded that 
one copy of the Practicing CPA is sent automat­
ically to each practice unit and to those mem­
bers who have specifically requested it. If you 
would like to receive your own copy, send your 
name and address to the membership adminis­
tration department of the American Institute 
of CPAs.
Request for information. Readers are 
reminded that the main source of material for 
the Practicing CPA is practitioners. We would 
like to encourage the exchange of ideas and 
information concerning new methods, tech­
niques, procedures, and forms that make man­
aging an accounting practice easier and more 
profitable. Just send your ideas to the editor.
Volumes of experience. Readers are reminded 
that to help you benefit from the experiences of 
your peers on managing an accounting prac­
tice, we have assembled the following volumes 
of articles collected from past issues of the 
Practicing CPA:
▪ The Practicing CPA on Practice Develop­
ment (product no. 092100) focuses on suc­
cessfully communicating with clients, 
developing niches and specialties, and 
marketing and selling services.
▪ The Practicing CPA on Firm Management 
(product no. 092101) focuses on establish­
ing offices, planning, reviews, fees and 
billing, chargeability, collecting, and 
managing for profit and growth.
▪ The Practicing CPA on Partners and Per­
sonnel (product no. 092102) focuses on 
partner admittance, evaluation, compen­
sation and retirement, and on personnel 
selection, training, and management.
The price of each book is $36.50. To purchase 
the books, call the AICPA order department, 
(800) TO-AICPA. Ask for operator PC.
Non-Profit Organization 
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